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Firm survival analysis is commonly used in studies to see business failure. Compared to large firms, SMEs are a business 
entity that has a shorter survival rate. Previous studies showing a variety of factors that contribute to the survival of SMEs. 
This conceptual study attempting to link ERM with the SMEs’ survival.  
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1. INTRODUCTION 
Firm survival analysis is often used in the economic literature to analyze the factors that contributed to the failure 
of the firm (Helmers and Rogers, 2008). While, according to Bain (1969), survival is the measurement tool 
towards firm’s ability to deal with the problems such as the purchasing of resources, finding customers, 
introduction of new products and others (Rosita, Raihana, & Anderson, 2009). To understand the concept of 
survival, what should be discussed first, is definitions regarding business failure. Several definitions were used in 
previous studies in discussing firm failure. According to John and Jim (1998), most studies rely on occurred events 
in measuring failure. Two of the most used was discontinuance of business for any reason and formal bankruptcy 
proceedings. The first definition is least homogeneous in defining discontinuance. Discontinuance can be referred 
as discontinuance of ownership and discontinuance of business. 
Fredman & Morris (1976) says that "discontinuance of business" is a proxy to the firm failure, if the 
"discontinuance" is defined as resources are moved to more lucrative opportunities. However, Churchill (1952) 
states that the sale or liquidation of a business does not show business failures because many firms released due 
to  illness or retirement or because of alternative opportunities. Dun & Bradstreet (1979) defines failure as a 
business that will bankrupt or business will cease operations, and it will give loss to creditors. This definition 
shows if the business going (change of ownership only), and if the business ceased operations without loss to 
creditors, then this condition is not defined as a failure (Watson and Everett 1998). 
Business failure is defined as a disposal firms (either sold or liquidated) to avoid further losses, this includes capital 
loss to the owner. Based on this definition, although there is no loss to the creditors, the business will defined 
as failure (Ulmer and Nelson, 1947). This definition is seen to provide additional component in defining firm 
failure. After considering several definitions above, operational definition of firm failure in this study was 
discontinuance of business. It means that the firm was no longer in the market (Watson and Everett 1998) 
No matter whether the firm is small, medium or large, firms need to ensure that when a firm has entered the 
market, they need to survive. Objective of the study is to see the importance of Enterprise Risk Management 
(ERM) in enhancing the firm's ability to survive.The remainder of this paper is organized as follows. Section 2 is 
an overview of previous studies related to factors affecting firm survival. Section 3 identifies risk and business 
risk. Section 4 attempts to give a conceptual description to risk management and ERM and its relationship to firm 






2. PREVIOUS STUDIES: FACTORS AFFECTING FIRM SURVIVAL 
Firms have a chance to survive and improve depends on the strategies implemented that can adopt environment 
changes. Before the 1980s, studies on the survival of the firm does not get the attention of researchers, however, 
after 1980, there is an increasing interest in research on and most of the studies focused on factors that affect 
the survival of the firm. (Demirgil, Karaoz, Govdere and Can, 2010).  Study in Chile found that Small and Medium 
Enterprises (SMEs) that are exposed to international trade are more likely to survive in the market (Alvarez and 
Vergara, 2013), while in terms of ownership status, the study done by Morikawa (2013) shows that SMEs owned 
by family members in the period of 6 years have a rate of survival of 5 to 10% higher compared to non-SMEs 
owned by non-family members. 
There are differences in the factors that affect the survival between the old and new SMEs. Factor’s differences 
can be summarized as follows; new SMEs; 1) size, growth, cash flow, debt and Gross Domestic Product (GDP) 
stimulating survival; 2) interest rate hinder the survival; 3) research & development factors were found to 
stimulate or hinder the survival. Old SMEs ; 1) debt, research & development and GDP stimulate survival ; 
2)interest rate deter SMEs survival ; 3) size, growth, cash flow and risk not stimulate or inhibit the survival (Macas 
Nunes and Serrasqueiro, 2012). 
According to Sachs et. al. (2004), Africa is a country that is 'trapped' with poverty and debt, thus poverty is a 
major challenge in the development and stability issues.  Here, role of SMEs is seen to address these problems. 
However, these SMEs face challenges and obstacles to ensure their growth and survival in the market. Therefore, 
SMEs should know factors that cause their firms survive and growth aims to eradicate poverty in Africa. One 
study found lack of financial resources, management experience, corruption and poor infrastructure will give 
impact to the survival of SME in Africa (Okpara, 2011). 
In economic crisis, firms will face greater constraints and obstacles no matter the firm were small, medium or 
large. However, challenges will be felt more by SME, because in normal economic conditions SMEs will face a 
variety of problems (Myles, 2010). The question is what are the factors that could cause these firms survive in 
the economic downturn? A case study was conducted in Zimbabwe to look at the factors that contribute to the 
survival of the firm during the economic crisis that hit the country in the period between 2000 and 2009. Study 
was conducted because of Zimbabwe's economic history shows that in normal economic conditions were 
approximately 85% SMEs in Zimbabwe "collapse". Only 15% are likely to survive. This study focuses on two 
factors, macroeconomic factors and socio-political factors. The results showed that the diversity of services, 
products and markets, keeping loyal customers ,psychological strength and maintain a workforce that is dedicated 
and motivated is a contributing factor to SMEs during the economic downturn (Hebert, Takupiwa, Honest and 
Ephraim, 2013). It can be concluded, SMEs that can survive during economic crisis, will survive during normal 
economic conditions. 
 
Previous studies showing that survival factors are categorized into: 1) firm-based factors, 2) industry-based factors 
and 3) local factors. In addition to these factors, one study in Turkey, adds other factor which is innovation. The 
results showed that the 'firm based' is more positive and significant than others (Demirgil, Karaoz, Govdere and 
Can, 2010). 
3. WHAT IS RISK 
Business, have their own risk. Most of the risks are identified and manageable. It was a “good” habit for business 
to be risk taker to gain profit or more profit, but if the risks were not managed properly, business may collapse. 
When discussing about risk, what is reflected in mind is uncertainty of occurrence of an event that could cause 
loss. According to Hendon, Rubayah and Hamid (2006), there is no one definition of risk that can be used in all 
disciplines. Insurance expertise, economists, statistical experts and others give their own definition concept of 
risk. Risk can occurs by several factors, such as market, economy, politics, complex technology and others. When 
the possibility of occurrence or not is equals, risk is the biggest. Risk can be identified as issues that give impact 






3.1 BUSINESS RISK  
 
What is business risk? Business risk is one type of risk (Doff, 2008). From economic-capital context, business risk 
is “the risk of financial loss due to changes in the competitive environment or the extent to which the organization 
could timely adapt to these changes” (Doff, 2004). Business risk also can be defined as “a concept used by auditors 
and managers to express concern about the probable material effects of an uncertain environment on business 
goal”. Risk is a ‘conceptual device’ for managers, auditors and others to deal with the effects of the inability to 
anticipate the certainty of future events. “Business risk should include the possibility of gain as well as loss and 
should have reference to both uncertainty and probability”. In explaining this definition, researcher clarify that 
risk is associated with loss, damage and injury, while uncertainty means the state of being uncertain and probability 
means the extent to which something is probable (Bickley, 1959). 
 
Business risk commonly categorized into four types: 1) Operational risk, 2) Financial Risk 3) Strategic Risk and 
4) Hazard risk. Each of this can be broken down into specific risks faced by SMEs. Refer to Table 1.  Raghavan 
(2005), summarize specific risks should be managed in SMEs into 10 categories. List of specific risk is shown in 
Table 2. 
Table 1: Risk types in SMEs 
No. Risk Types Risk faced by SMEs 
1. Operational Risk Information reporting, product failure, human resources, 
information technology, business operations 
2. Financial Risk Price, liquidity, credit, hedging, inflation 
3. Strategic Risk Regulation trends, technologies innovation, social trends, 
customer want, competition, reputational damage 
4. Hazard Risk Liability claims, diseases and disability, windstorm and other 
natural perils, business interruption, fire and other damage, theft 








Table 2: List of risk in SMEs 
No Risk 
1. Constitution Of Business Entity 
2 Leverage On Financial Structure 
3. Tough Competition And Inadequate Margin 
4. Low Collection In Accounts Receivable 
5. Incapacity To Go For Technological Advancement 
6. High Employee Turnover 
7. Micro Finance 
8. Collateral Security 
9. Bank Lending  
10 Reluctant of Lending  
     
 
Risks must be managed properly so that firms will benefits from it. Otherwise, risk will undergo financial distress 
and leads bankrupt. “Making profit without taking risk is like trying to live without being born. Risk taking is failure 
prone as otherwise it would have been termed as sure taking” (Panigrahi, 2012). 
  
4. RISK MANAGEMENT AND ENTERPRISE RISK MANAGEMENT (ERM) 
Risk management (RM) can be define as a systematic approach to manage risk  by anticipating the involuntary 
loss that may occur and to design and implement appropriate procedures to minimize a number of loss or financial 
impact from the loss (Hendon, Rubayah and Hamid, 2006). What is important in risk management is, it can reduce 
risk to a reasonable and manageable level, on an on-going basis (Panagrahi, 2012). Another definition is by 
Chapman and Cooper, (1983) which defines RM as the process to protect firm’s assets form losses that may 
occur from daily operations through various instruments. Head (2009), stated that RM refers to “the process of 
planning, organizing, directing and controlling resources to achieve given objectives when unexpectedly good or 
bad events are possible” (Verbano and Venturini, 2013). By implementing RM in firm’s activity, firm will use its 
resources efficiently and also can maximize the return.  
RM practices starts with application of Traditional Risk Management (TRM).TRM sees risk as a single elements, 
or silos. Each risk stood alone and was not related to each other. In a nutshell, risks were treating separately 
from each other in one firm. This leads to the inadequacy of TRM implementation because TRM seems not 
sufficient to identify, evaluate and manage risk. Then, ERM will try to meet the limitations. What is ERM? 
Committee Of Sponsoring Organizations of Treadway Commission (COSO) as “a process, affected by an entity’s 
board of directors, management and other personnel, applied in strategy setting and across the enterprise, 
designed to identified potential events that may affect the entity, and manage risks to be within its risk appetite, 
to provide reasonable insurance regarding the achievement of entity objectives” 
 
The objective of ERM managing risks comprehensively. The aim of ERM is to obtain understanding of the mutuality 
and connections among risks. “A fundamental concept of ERM is the aggregating of risks into portfolios, then 
hedging the residual risk, which is more efficient and value maximizing than dealing with each risk independently” 
(McShane, Nair and Rustambekov, 2011).  
 
4.1 ERM AND FIRM VALUE 
Findings on relationship between ERM and firm value were not consistent. According to Gordon et. al. (2009) 
found that the relationship between ERM and firm performance depended on how well ERM implementation was 





a positive relationship between firm value and the appointment of a CRO. This result contradicts with study 
done in Public Listed Companies (PLC) in Malaysia. Finding shows that positive but not significant relationship 
between ERM and firm value (Izah, Tahir and Ahmad Rizal, 2011). Study done on the bank’s performance during 
normal condition and financial crisis showed that, under normal condition ERM doesn’t increase bank 
performance. During financial crisis, ERM also doesn’t increase bank performance (Geessink, 2012). Study within 
China’s insurance industry reveals that there is no relationship between ERM and firm value (Li, Wu, Ojiaku, 
Marshall and Chipulu, 2014) 
Otherwise, study conducted by Nocco and Stulz (2006) is the one which successfully attempts to develop the 
underlying theory of ERM. ERM increased firm’s value in two ways, macro and micro level. In macro level, ERM 
enhanced firm value by allowing senior management to evaluate and manage the risk-return tradeoff. This will 
produce long term competitive advantage to the firm. While at micro level, ERM will become a way of life for 
managers and employees. Inconclusive findings from previous studies can cause by few reasons. Firstly, the 
method used to measure ERM were imprecise (Sekerci, 2012). Secondly, the implementation of ERM by firms 
maybe at early stage (Izah, Tahir and Ahmad Rizal, 2011) and last but not least due to inconsistent results, it 
requires further research studies on the topic of ERM and firm value.   
Firm survival is a part of firm performance and firm value. As mentioned earlier, there are many factors that 
affect firm survival (in the context of this study, focus is on SMEs). Managing risk is a core function for all business. 
Consequently, whether ERM affects SMEs survival? According to Wildermann (2005), For SMEs, the 
implementation of risk management system becomes important to its survival, since it affects the ability received 
credit from banks. Study conducted on Nigerian SMEs showed; there is significant relationship between business 
risk and survival. The study also reveals negative relationship between SMEs’ risk and performance. These mean 
that if SMEs can manage its risk properly, it will result better performance which will further enhance survival 
(Yusuf and Dansu, 2013).  
“SMEs that can manage their own risk and assist larger supply chain partners in mitigating their risks are sought 
after in supply networks, thus increasing the competitiveness and SMEs survival” (Sunjka and Chik,2012). In 
addition, study done to survey risk assessment in Nigerian SMEs stated that, whether the businesses are small, 
medium or large scale, must take their risk management seriously. SMEs’ managers who didn’t take seriously this 
issue will face problems which menace the businesses’ survival (Lopez and Kwanum, 2012). 
 
5. CONCLUSION 
In many countries, there is no denying that SMEs contribute to the growth and development of economies. 
However, compare to large firms, SMEs face more challenging obstacles in its day- to- day operations. It was 
found that SMEs survival rate was higher than large firms. . Study conducted by Idemobi (2012) showed that over 
70% SMEs “die” within 5 years of establishment. These findings revealed that less than 30% SMEs can survive in 
the market.  (Yusuf and Dansu, 2013).   
According to Yusuf and Dansu (2013), goal of most SMEs’ owner is beyond the profit making, business growth 
and expansion were key essentials to SMEs. As large firms, SMEs cannot escape from facing business risks, 
whether it’s an operational risk, financial risk, strategic risk or hazard risk. From business perspective, risk was 
identified as a threat to firms. So, as a result risks must be managed properly. SMEs need to take efforts and 
actions in managing their risks. SMEs need to find the best practices for managing risk and therefore will give 
them the best returns. 
ERM seen fits to address the issue of managing risk. The reason because ERM is a comprehensive RM application 
compared to TRM. According to Schroder (2006), “by embedding an ERM system into organizations’ strategic 
and operational processes, risk can be managed from a holistic and systematic perspective. Such an ERM approach 
would enable organizations to focus on positive risk occurrences that foster sustainable growth through 





enhance the organization’s flexibility, providing a competitive advantage over competitors who do not utilize such 
a framework” (Smit and Watkins, 2012). 
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